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THE CiTYy oF SaN DiEco

March 16,2012

Honorable Mayor, City Council, and Audit Committee Members
City of San Diego, California

Transmitted herewith is an audit report on the Mission Bay Park Improvement Fund and the San
Diego Regional Parks Fund. This report is in accordance with City Charter Section 39.2. The Results in
Brief is presented on page 1. The Administration’s response to our audit recommendations can be
found after page 27 of the report.

if you need any further information please let me know. We would like to thank the City Comptroller’s
staff, as well as representatives from other City departments for their assistance and cooperation
during this audit. All of their valuable time and efforts spent on providing us information is greatly
appreciated. The audit staff responsible for this audit report is Danielle Knighten, Kyle Elser, and Chris
Constantin.

Respectfully submitted,

Lncts

Eduardo Luna
City Auditor

cec Jan Goldsmith, City Attorney
Jay M. Goldstone, Chief Operating Officer
Wally Hill, Assistant Chief Operating Officer
Andrea Tevlin, Independent Budget Analyst
James Barwick, Director, Real Estate Assets Department
Gail Granewich, City Treasurer
Ken Whitfield, City Comptroller
Mark Leonard, Director, Financial Management Department
Stacey LoMedico, Director, Park and Recreation Department
John Tracanna, Supervising Management Analyst, Facilities Financing

OFFICE OF THE CITY AUDITOR
1010 SECOND AVENUE, SUITE 1400 e SAN DIEGO, CA 92101
PHONE (619) 533-3165 e FAX (619) 533-3036

TO REPORT FRAUD, WASTE, OR ABUSE, CALL OUR FRAUD HOTLINE (866) 809-3500
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Performance Audit of the Mission Bay Improvement Fund

Results in Brief

With the passage of proposition C in 2008, the City Charter
requires the City Auditor to conduct an annual audit of the
Mission Bay lease revenue distributed to, and expended from,
the San Diego Regional Parks Fund and the Mission Bay
Improvement Fund beginning with fiscal year 2010. The new
City Charter requirements replaced a previous City Council
Ordinance’ that originally established these Funds.

The Mission Bay lease revenues collected for fiscal year 2010,
after adjustments, totaled $23,984,104. Per the City Charter, any
revenue in excess of the $23 million threshold is to be
distributed between the San Diego Regional Parks Fund and
the Mission Bay Improvement Fund. As a result, the San Diego
Regional Parks Fund received a distribution totaling $984,104,
and there was not enough lease revenue to distribute any
monies to the Mission Bay Improvement Fund. Additionally,
there were no fiscal year 2010 expenditures approved by the
new Oversight Committees established by the City Charter. All
the expenditures related to San Diego Regional Parks Fund or
Mission Bay Improvement Fund were for projects approved
prior to the beginning of fiscal year 2010.

Although the San Diego Regional Parks Fund only received a
distribution of $984,104 in fiscal year 2010, the actual amount
that should be available to the new Oversight Committee is
$1,623,777. The $639,673 difference is from an overestimated
prior year accrual that reduced the fiscal year 2010 distribution
amount.

While the new Oversight Committee should have $1,623,777
available in the San Diego Regional Parks Fund for projects, in
actuality, this Fund has overcommitted projects totaling
($2,080,923), and the Mission Bay Improvement Fund has
overcommitted projects totaling ($2,420,604) as of June 30,
2010. Overcommitted projects means that the approved
budgeted expenditures for projects exceed the current funds

! San Diego Municipal Code 22.0229
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Performance Audit of the Mission Bay Improvement Fund

available. We found that the amount of funds overcommitted
for projects is primarily due to prior years’ inaccurate revenue
budgeting estimates.

City Officials advised the Funds will remain overcommitted
until Financial Management (FM) releases the unfunded or
abandoned projects. As the overcommitted funding issues are
being resolved, we found that the City Comptroller should
establish a methodology to separately account for the
$1,623,777 that should be allocated to the San Diego Regional
Parks as required by the City Charter.

We also found that the Office of the City Comptroller does not
have documented policies and procedures for the Mission Bay
lease revenues, and the existing procedures and process flow
diagrams are broad in nature for the department as a whole
and not specific to these unique transactions.

We provide three recommendations to improve the accounting
process related to the Mission Bay lease revenue. The City
Comptroller and Financial Management agreed with all three
recommendations; the Administration’s written response to the
audit can be found after page 27 of this report.
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Performance Audit of the Mission Bay Improvement Fund

Introduction

In accordance with the City Auditor’s Fiscal Year 2012 Audit
Work Plan, we conducted an audit of the Mission Bay
Improvement Fund and Regional Parks Fund. We conducted
this performance audit in accordance with generally accepted
government auditing standards. Those standards require that
we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and
conclusions based on our audit objectives. We believe that the
evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objectives.

We would like to thank management and staff from the Office
of the City Comptroller, Financial Management, Office of the
City Treasurer, Development Services Department’s Facilities
Financing and Real Estate Assets Department, as well as
representatives from other departments for their assistance
and cooperation during this audit. All of their valuable time
and efforts spent on providing us information is greatly
appreciated.
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Performance Audit of the Mission Bay Improvement Fund

Background

Mission Bay Park  Mission Bay Park is the largest man-made aquatic park in the
country, consisting of 4,235 acres, approximately 46 percent
land and 54 percent water.? In 1945, Mission Bay Park was
transferred to the City of San Diego (City) with several
restrictions, some of which were adopted by the citizens of
the City into the City Charter and others implemented as part
of the California Coastal Commission’s oversight of local
planning and land use decisions. These limitations include:

¢ a ban on permanent residential development or any
private ownership of land within the tidelands; and,

¢ a limit on commercial development of leaseholds of no
more than 25 percent of the land area and 6.5 percent
of the water area for private purposes.

These limitations assure that most of the acres in Mission Bay
Park are available for public recreational use.

Mission Bay Park The City collects Mission Bay Park lease revenues (lease
Lease Revenues revenues) from commercial and non-profit sources within
Mission Bay Park, including, but not limited to, funds received
under leases of City-owned property within Mission Bay Park,
revenues collected from contracts for concessions, and other
revenues collected for the use of City-owned property within
Mission Bay Park.® The City Treasurers Revenue Audit
Division audits the percentage-based leases to ensure rent
owed to the City is properly remitted.

Special Park Funds  In October 2002, the City Council passed an ordinance that
Created In 2002 established two special funds entitled Mission Bay
Improvement Fund and Regional Park Improvement Fund.
These newly-created funds received revenue from the

Mission Bay leases in excess of $20 million.

% 5ee Appendix B for a detailed map of Mission Bay Park, including permit sites identified by the Real Estate
Assets Department (READ).

? Lease revenues exclude items such as Mission Bay golf course, unless privately leased; mooring fees; any
revenues from taxes including but not limited to Transient Occupancy Taxes, sales taxes, possessory interest
taxes and property taxes. These revenues also exclude permit fees such as park and recreation fees or special
event feas to the extent that those fees are levied to recover actual costs incurred by the City.
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Performance Audit of the Mission Bay Improvement Fund

The Mission Bay improvement and Regional Park Funds were
each funded with an amount equal to 25 percent of the
annual excess Mission Bay lease revenues, but not to exceed
$2.5 million. However, if anticipated revenues were
insufficient to maintain existing City services, the City
Manager had the option to ask the City Council to suspend
the aliocation distribution for the upcoming fiscal year.

The intent of the Mission Bay Improvement Fund was for
permanent public capital improvements and deferred
maintenance. The Regional Park Fund was intended for
permanent public capital improvements, planning, deferred
maintenance, and land acquisitions.

2008 City Charter In November 2008, Proposition C passed and resulted in
Revislons to Park Funds changes to the Mission Bay Park and Regional Parks
improvement Funds. Effective July 1, 2009, the major
changes included (1) an increase to the threshold amount, (2)
different allocation percentages, (3) the formation of
oversight committees for each of the funds, (4) the
prioritization of projects and (5) a mandatory distribution of
lease revenue above the threshold amounts.

Under the new Charter section, the Regional Park Fund is
funded first before the money is available for the Mission Bay
improvement Fund. In order for the Mission Bay
Improvement Fund to be funded, there must be more than
$2.5 million available in excess Mission Bay lease revenue.
The Mission Bay percentage allocation increased from 25
percent to 75 percent.

This charter change also created and established the Mission
Bay Improvement Fund Oversight Committee and the San
Diego Regional Parks Improvement Fund Oversight
Committee. The Oversight committees are charged with
acting in an advisory capacity to the City Council, which
includes recommending the priorities for expenditures and
capital improvements in accordance with the Mission Bay
Park Master Plan and verifying appropriate funds are
collected, segregated, retained and allocated and spent as
prioritized.
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San Diego Regional The San Diego Regional Parks Improvement Fund is a
Parks Improvement separate interest-bearing monetary fund maintained by the
Fund City to receive and spend Mission Bay Park lease revenues as
previously identified for the benefit of the San Diego
Regional Parks (Regional Parks). The City's Regional Parks are
those parks that serve regional residents and/or visitor
populations, as determined by City Council ordinance,
including: Balboa Park, Chollas Lake Park, Mission Trails
Regional Park, Otay River Valley Park, Presidio Park, San Diego
River Park, open space parks, and coastal beaches and
contiguous coastal parks. The Regional Parks specifically
exclude Mission Bay Park and the Improvement Zone.

Effective July 1, 2009, funding for the San Diego Regional
Parks Fund is derived based on allocations included in the
City Charter that require 25 percent or $2.5 million, whichever
is greater, of all lease revenues collected from Mission Bay
Park rents and concessions in excess of $23 million be
allocated to the San Diego Regional Parks Improvement Fund
to solely benefit the Regional Parks. *

Funds in the San Diego Regional Parks Improvement Fund
may be expended only for non-commercial public capital
improvements for the Regional Parks and only for park uses.
Funds in the San Diego Regional Parks Improvement Fund
may not be expended for any of the following:

& commercial enterprises or improvements of leasehold
interests;

® any costs associated with utilities, including, but not
limited to, water and sewage;

& roads, vehicle bridges, or vehicular ramps; and

e daily, weekly, monthly, or annual upkeep of the
Regional Parks.

Mission Bay Park The Mission Bay Park Improvement Fund is a separate
Improvement Fund  interest-bearing monetary fund maintained by the City to
receive and spend Mission Bay Park lease revenues as

identified above for the benefit of the improvement Zone.

4 San Diego City Charter, Article V, Section 55.2(b).
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Like the San Diego Regional Parks Improvement Fund,
funding is also derived based on allocations included in the
City Charter effective July 1, 2009.° The City Charter requires
that 75 percent of all Mission Bay lease revenues in excess of
$23 million be allocated to the Mission Bay Park
improvement Fund. However, if less than 75 percent is
available, any revenue in excess of SDRPF's allocation of 25
percent or $2.5 million shall be allocated to the Mission Bay
Park Improvement Fund. For example, for MBIF to receive
any allocation, the City would need to collect over $25.5
million in net lease revenue (523 million threshold and $2.5
million SDRPF allocation).

Funds in the Mission Bay Park Improvement Fund may be
expended only in the improvement Zone with the following
goals:

o restore wetlands, wildlife habitat, and other
environmental assets within the Improvement Zone;

¢ preserve the beneficial uses of the Improvement Zone
including, but not limited to, water quality, boating,
swimming, fishing, and picnicking by maintaining
navigable waters and eliminating navigational hazards;

e restore embankments and other erosion control
features; and

® improve the conditions of the Improvement Zone for
the benefit and enjoyment of residents and visitors,
consistent with the Master Plan.

To achieve these goals, the City Charter identifies
improvement priorities intended to be authorized, funded,
and completed in the order provided. ® Once those priority
projects have been fully budgeted or completed, additional
projects can be prioritized and funded only for capital
improvements as identified in the Master Plan,
recommended by the Mission Bay Park Improvement Fund
Oversight Committee, and approved by the City Council.

* San Diego City Charter, Article V, Section 55.2(b).
% san Diego City Charter, Article V, Section 55.2(c}(1) as approved by the voters.
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